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Message from the Chairman of the Board
In looking back over the year 1977, in
reviewing Blue Shield's activities for
that year, I find an interesting admixture of the so called good news and
bad news.
As I read the previous annual reports, I
find that indeed each year's reports are
characterized by some big problem or
series of problems that dominate the
Corporation's, as well as the Board's,
attention for that year. One year it was
the problem with chiropractic . . .
another year it was the problem with
Medicare ... another year it was the
problem with rates. I suppose this year
if it is to be characterized, we would
probably say we had problems with
dollars.
Financial Position of the Plan For the
second year in a row, Blue Shield has
suffered continuing loss in reserves -for
many and varied reasons. Most of the
causes for these losses are beyond the
control of Blue Shield: increased utilization by patients of physician services;
increased number of services rendered
to patients by physicians; inflation
caused by increases in postal rates;
Workmen's Compensation rates; adjustments to the minimum wage scale;
telephone rates; utility costs; and so on.
Also the increased use of these new
costly, sophisticated but useful medical
services both diagnostic as well as
therapeutic. As a result of these factors,
Blue Shield's payout of dollars has
increased at a rate not anticipated in the
actuarial projection.
In the Fall of 1977 we were forced again
to go to the Insurance Department and
request rate relief for certain contracts.
Statistical trends had shown that if we
did not get appropriate and timely
increases we would be forced to either
cancelling of contracts or depleting our
reserves which would make us technically insolvent. Blue Cross' and Blue
Shield's actuaries met with the Insurance Department, presented facts,
but the Department decided that this

information should be presented in a
public hearing. The Blues did give an
extensive presentation at that hearing
on November 3.
The hearing was attended by numerous
newspaper reporters from all over the
state. It was taped for radio and television. During that hearing we
presented in detail the reasons for,
and the need for, rate adjustments.
Our diagrams and graphs clearly
showed that we could not continue
servicing these contracts without relief
and it was my sad duty to use the words
that said "Blue Shield would become
insolvent if we so continued."
At that hearing the public did not show
up! The following week editorials and
headlines emphasized the fiscal precariousness of Blue Cross and Blue
Shield. Needless to say, that had a
definite impact on the morale of our
sales staff who were and are trying
diligently to increase our enrollment and
to reassure our present subscribers of
our integrity. As far as I am concerned,
that public hearing served no purpose.
One can recall a similar hearing in the
Fall of 1975 when the Department
flatly rejected the Blues' request for
rate increases even though we were
losing $2,000,000 a month at the time
of the filing. We have never recovered
from that.
Your President and the two Board
Chairmen have requested of the Insurance Department and the Insurance
Commissioner that "other ways" be
sought for rate increases in the future.
The Blues are the only health insurance
companies in Florida that are required
to request in advance approval for rate
adjustments, all other insurance companies can put new rates into force
unless specifically disapproved by the
Department.
As a result of our low reserves it was
necessary for Blue Cross to again lend
Blue Shield $3,000,000 as it had done
in the previous year. It is our plan that
with adequate rate adjustments, these
loans will be repaid over the next several
1

Message from the Chairman of the Board
years. However, it should be noted
that Blue Shield has on hand for the
purpose of paying claims a reserve of
$24,300,000 on December 31, 1977, as
indicated in the financial portion of this
Annual Report.
Medicare In my 19'75 Chairman's
Report I had the unpleasant task of
announcing to you the carve-out of Dade
and Monroe Counties from Medicare
"B" administration. You will recall at
that time Blue Shield's difficulties in
processing the ever increasing surges of
Medicare claims with the existing
obsolete computer processing system
triggered the Bureau of Health Insurance to take away from Blue Shield
about 30% of the workload and give it
to another carrier. This indeed was a
humiliating event which was followed
by a promise to increase productivity
and improve in all of the indicators by
which we are judged, which promise
was predicated on the approval by
Medicare of a new "on line" system for
handling claims.

Last year at this meeting I announced
the new "on-line" claims data processing system and its accompanying software support systems which were put
into effect January 3, 1977. This year
I am happy to report that we have
improved in every area in spite of the
fact that our claims volume has
continued to increase and at this time
has even passed the level that we had
prior to the carve-out . Now without
using any definite figures or levels, let
me mention these important indicators:
Cost per Claim ...
'Way down.
Productivity per 100
Hours ... 'Way up.
All
Claims Pending over Thirty
Days ... Markedly
better
decreased.
than
Work Days on Hand .
the
'Way down.
national
Overtime ... Almost
average
eliminated.
Claims Personnel . . .
Considerably reduced.
Turn-around Time . . .
Remarkedly reduced.
2

These improvements occurred even
though the low assignment rate is
essentially unchanged and even though
the claims volume continues its rise.
I feel that the staff and management
have kept their promises, and so congratulate them.
Private Business Blue Cross and Blue
Shield of Florida still remain Number
One in Florida in the health care
insurance industry, having the highest
volume and the lowest average retention,
considering all lines of business. That
is not to say that we are not without
challenges. We are seeing new and
impressive challenges every day! There
are new concepts in claims handling.
Some of the sophisticated software
houses are coming into the competitive
market, offering to handle paper work
for those large companies that wish to
be self-insured. This concept is referred
to as ASO, or Administrative Services
Only. We have found that we, too, have
to compete by offering such services,
and indeed have agreed to administer
a Service Only contract for the State
employees of Florida this year and we
will probably see more of this. It has
its advantages and it has its disadvantages.
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We are, and will continue to see,
increases in HMOs around the State.
They may hurt us competitively.
We have competitors that are offering
UCR - Usual, Customary and Reasonable - contracts in close competition
to our own.
We have problems with major national
accounts that want and demand, and
are getting standardized services from
state to state. This makes it somewhat
difficult since all Plans have not had
uniform UCR contract wordings. But
the buyer does insist on bargaining and
negotiating for uniform or standard
contract language.
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We can no longer offer only prod~c!s
that we have offered for years, givmg
the buyer no other choices. In or?er for
us to survive we must be adaptive,
flexible resourceful and innovative. We
can no ionger today stand still in this
market any more than we could back in
the '50's when we were selling only
"service contracts."
National Blue Shield Blue Shield of
Florida is a member of an organization
now called Blue Shield Association. It
is one of 70 Plans. Its membership is
mandatory in order to use the words
and logo of "Blue Shield." And we must
conform to certain standards and
submit to certain reviews in order to
use that name. Last year the national
organizations of Blue Cross. and B)u~
Shield decided to merge their admmistration to become more efficient and to
cut out duplication and redundancy.
This partial merger will make .the .
national organizations almost identical
to the structure of Blue Cross and Blue
Shield of Florida. They will have
separate Boards, separate Chairmen,
separate governing bodies, separate
Executive Committees, but will have a
single President, a single management
staff and most all of the administrative
acti\;ities will be merged into one
operation.
Complementary Coverage At the recent
rate hearing, the Insurance Department
recommended that we develop a program to make available to the senior
citizens a modified Complementary
Coverage program which would be
cheaper but would have _less benefits.
This was to be made available to the
Medicare eligible people as a "second
option." This was done because the
Insurance Department said that it had
received numerous requests for such
an option. It was developed. It was
presented to the public ~nd each one
eligible was given a choice. When the
responses were all in it was ov~rwhelmingly against the lower priced,

lower value option. Less than 1/10 of
1 % elected the option with less benefits,
even at a reduced price. Many of those
that did take the option quickly changed
their minds and at their request we
converted them back to the full benefit
package.
Cost Containment Blue Cross and Blue
Shield have for years done more as far
as cost containment is concerned than
all of their insurance competitors put
together. In 1975 we were mandated
by the Department to increase our
cost containment activities and search
for new ways that the spiraling cost
of medical care could be controlled.
We discontinued paying for hospital
services for routine admission orders
... those orders that are automati~
following an admission to the hospital.
We do of course pay for services that
are explicitly ordered by the physician,
however.
Another area is to refuse to routinely
pay for certain diagnostic and therapeutic procedures that are no longer felt
to be appropriate because of their
obsolescence. This list of some twentyeight outmoded procedures has been
published and I am sure many of you
are well acquainted with it. Many Blue
Cross and Blue Shield Plans around
the country have instituted this policy
and we were one of the first. The
Florida Medical Association's Board of
Governors in January, 1978, endorsed
this m~ical necessity project of Blue
Cross and Blue Shield and has encouraged us to look for other procedures
that also should be disallowed.
Blue Shield Pressures Blue Cross and
Blue Shield are constantly subjected to
pressures from different corners ..
There are legislators who would hk~
to write laws telling us what we will
have and we will not have in our
insurance contracts.

3

Message from the Chairman of The Board
We have pressures for us to cover
payment for diagnostic admissions,
screening procedures, and to cover
payment for chronic rehabilitation
programs that are not included in the
wording of our contracts.
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We have urgings from certain physician
organizations that want special consideration for their field. And we have
pressures to have physicians' fees used
for other than physicians, and to allow
payments to physicians for services
that they did not render nor supervise.
I would like at this time to thank again
each and every member of our Board
of Directors for the fine effOi'ts spent at
our Board meetings and in our committees, grappling with the many
problems that have faced this fine
corporation. Each of these members
give their time to Blue Shield and to the
people of Florida that we serve.
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I would like also to again thank Jack
Herbert for his skill, energy and
devotion in carrying out this rather
formidable task of President of this
massive organization. Jack has had a
memorable year in 1977 with a heart
operation from which he bounced back
beautifully and is again going full steam.
I would also like to personally thank
Joe Stansell, our Senior Vice President
for Marketing and External Affairs for
all of the hard work and loyalty that he
has continued to show for these
corporations. And I would like again to
thank Dan Lewis, our Senior Vice
President for Benefits Administration
for his important role in improving the
efficiency of our claims operation and
particularly in the Medicare "B" area.
And I would like again to thank each
of the thirteen other Vice Presidents.
who work so hard in keeping us Number
One. And my personal thanks to Edwina
Thornton, the Secretary to the Board,
who has held this position since 1946.
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President's Message
Dr. Matthews, Chairman of the Board
of Directors of Blue Shield of Florida,
Inc., has given you a very precise review
of the outside forces that have molded
the direction and efforts that your Blue
Shield Plan has taken in 1977. These
directions, we assure you, were intended
to meet the problems that Dr. Matthews
mentioned, namely the financial and
marketing challenges of Blue Shield's
thirty-third year of existence.

iVS, M.D.

I would now like to review some other
activities of our Plan, and I believe you
will be pleased that we have a number
of positive points of interest.
Physicians' Cooperative Attitude First,
I want to go on record by stating our
appreciation toward participating physicians of the state for their increased
cooperation. I am pleased to report that
in three years the number of physicians
using the procedure codes outlined
in the Blue Shield Physician's Manual
in filing their Blue Shield and Medicare
claims has gone from 3 % to the current
75 % . To me that is a very impressive
indicator that with voluntary cooperation the problem of reporting both in
depth and accurately the services
rendered, can be achieved.
Automated Claims Processing We are
dedicated to decreasing unnecessary
paper handling and in 1977, eleven per
cent of our total claims processed for
Blue Shield and Medicare Part B were
through automated claims systems,
which means that 966,841 claims were
reported in 1977 through automation, as
compared to 482,244 in 1976.
There are three automated systems
being used for physician claims processing. Terminals, especially made to our
specifications, of which there are now
137 in physicians' offices, allow direct
entry of claims into our Jacksonville
computer center. 745,696 claims were
processed in this manner in 1977.
Another automated system is the Tape
to Tape claim processing by which

5
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Reallocation of Group Rating Retention
Factors In 1977 a study of our rating
and administrative expense of our
experience rated groups was analyzed.
This study revealed an inequity in the
retention factors in our rating structure
for the two organizations, that is Blue
Shield and Blue Cross. To correct this,
a reallocation was made which transferred to Blue Shield $1,100,000. Both
our auditing firm and our legal counsel
recognized the decision on this reallocation to be an equitable one since both
corporations can only estimate expenses
at the beginning of a contract year and
don't know exactly what services were
rendered for each corporation until the
year is ended.
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In Conclusion In conclusion, I would
like to refer you to the news release
sent to all Florida newspapers regarding
the voluntary Prospective Reimbursement Payment Program that Blue Cross
and Florida hospitals inaugurated in
1977. This release was included in the
packet of information mailed to you
prior to this meeting. The indication of
the success of this endeavor to decrease
the rate of increasing hospital charges
is a significant one, as outlined in the
release. It is an example of what can be
done if everyone is dedicated to finding
ways and means to work together.
In a year that has shown me both
official and personal challenges I feel
privileged to find myself as the one to
express appreciation to Dr. Matthews
and the Board Members who serve
under his warm and expert leadership.
His outstanding abilities have certainly
helped see us through a very decisive
year. My personal thanks to the Officers
and Staff at Blue Shield for their
continued dedication to- their respective
responsibilities. Our thoughts for the
future remain a pledge of service to the
people of Florida through our continued
close relationship with the physicians
of the state. Thank you.
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Pertinent Statistical Information
Subscribers' fees earned .............................................................. $116,476,299
a 4.0 percent increase
Claims Incurred .............................................................................. $100,431,051
a 1.0 percent increase
Enrollment decreased by 106,583 members bringing the number of Floridians covered to 1,577,510 as of December 31, 1977.
$24,300,000 in reserve at the end of 1977 for subscriber benefits.
$10,820,150 as the market value of our investments in bonds.
$3,434,851 as the market value of our stock.
MEDICARE PART "B" REPORT

The volume of Medicare Part "B" claims and payments as taken from
the count of "SSA Monthly Intermediary Financial Report":
1977

Volume ..........................

5,411,330

Payments .................... $286,386,639
Other pertinent
statistics are:
Assignment Ratio ........
34.5

25.2% Increase

$224,234,735

27.7% Increase

25.1

Florida
Regional

54.4

55.5
64.9

1.1

1.4

Florida

1.4

1.6

Regional

1.3

1.6

National

52.5

Work on hand as .... ......
of Dec. 31 (expressed in weeks)

1976
4,323,568

National

237,260 CHAMPUS claims were handled in 1977, an increase of 5,401
from 1976.
$17,584,380 was the amount of disbursements to Physicians for services
rendered to CHAMPUS beneficiaries or an increase of $320,278.
484,614 Medicaid claims were handled in 1977, a decrease of 25,661 from
1976.
$6,431,091 was the amount of disbursements under Medicaid in 1977, a
decrease of $283,527 from 1976.
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Distribution of
Blue Shield
Benefits
Significant Comparisons
Between 1976 and 1977
Operations

1976

25.7¢
INHOSPITAL
MEDICAL
9.4¢
SURGERYNOT INPATIENT
3.5¢
DIAGNOSTIC AND
THERAPEUTIC X-RAY
5.2¢
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PATHOLOGY
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CARE
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Members Enrolled
With Claim Costs
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Balance Sheets
As of December 31, 1977 and 1976

Assets

1977

1976

9,931,246

Liabilities am
Liabilities:
Reserve for
Unpaid cl
Reimbun
Total r

3,205,555

Provision f,

Cash ........................................... .... ....................... $ 710,366
Investments:
Bonds, at amortized cost (market value
$10,820,150 in 1977 and $9,826,683
in 1976) ......... ........ ...................................... . 11,116,404
Stocks, at market (cost $3,464,030 in 1977
and $3,098,036 in 1976) (note 2) ........... . 3,434,851
Investments in Florida Combined Insurance
6,482
Agency, Inc. (note 2) .. ............. .. .......... .. .. .
Certificates of deposits ................................. .
70,000
Cash held for investment ............................
1,303
Total investments ......................... ..... 14,629,040

$ 3,245,284

200,355
Accrued interest receivable ..............................
Receivables:
Subscribers' fees ........................................... . 1,989,150
Federal Employee Health Benefits Program 3,801,695
Expense reimbursement :
Medicare Part B .......................................... 2,237,121
Medicaid ........................... .......... ................ .
378,865
CHAMPUS .................................................. 2,024,121
National Accounts (note 2) ..... .... ......... .... ... . 6,421,331
Others ............................................................. .
205,538
17,057,821

200,188

Prepaid expenses ............................................... .

8,930

86,632
70,000
8,893
13,302,326

1,715,087
4,586,053
238,585
1,917
677,373
5,365,267
302,492
12,886,774

t.

Deferred in
in advan

Deposits an
Federal J
Progra
Advance

Accounts p:
Blue Cro:
Bank ove
Crediton
Accrued:
Deferred

5,708
Notes paya

Property and equipment, at cost:
Land ......... .................................... .. ................... 1,060,798
Buildings (less accumulated depreciation of
$2,413,426 in 1977 and
$1,926,416 in 1976) .................................... 9,185,076
Equipment (less accumulated depreciation
of $441,675 in 1977 and
$494,467 in 1976) ........................................
307,253
10,553,127
Deferred compensation funds ......................... .
85,070

707,189
11,414,983
75,893

$43,244, 709

$41,131,156

1,060,798
Advances f
(note 3)
9,646,996
Tota

Unallocated r,
(notes 2, 3.

Commitment~
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See accompanying notes to financial statements.

,284

L,246

Liabilities and Unallocated Reserve
1977
Liabilities:
Reserve for subscriber benefits (note 4):
Unpaid claims .. ... ..... .......... .. ....................... .$17,022,000
Reimbursement contracts ........................ 7,278,000
Total reserve for subscriber benefits.... 24,300,000

1976

$19,175,165
6,854,120
26,029,285

5,555

Provision for experience rating refunds ....

7,162,085

961,142

6,632
0,000
8,893
2,326

Deferred income - subscribers' fees paid
in advance ..................................................

2,376,465

2,782,571

371,800
1,870,569
2,242,369

471,000
1,557,043
2,028,043

367,383
-01,166,979
133,070
85,070
----1,752,502

2,281,837
1,982,877
824,909
152,726
75,893
5,318,242

10,188
L5,087
36,053
38,585
1,917
77,373
65,267

~

,86,774

Deposits and advances payable:
Federal Employee Health Benefits
Program ....................... .......................... .
Advance deposits, other plans ................. .

Accounts payable and accrued expenses:
Blue Cross of Florida, Inc. ........................
Bank overdrafts ........................... ,..............
Creditors and accrued expenses ..............
Accrued salaries .... ................. .....................
Deferred compensation payable ..............

5,708
)60,798

Notes payable (note 5) ................................. .

490,430

642,840

Advances from Blue Cross of Florida, Inc.
(note 3) ........................................................

6,000,000

3,000,000

Total liabilities .................................... 44,323,851

40,762,123

646,996
707,189
,414,983
75,893

Unallocated reserve (deficit)
(notes 2, 3 and 9) ............................................ (1,079,142)

369,033

Commitments (notes 8 and 10)
.,131,156

$43,244,709

$41,131,156
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Statements of Opell'ations

Years ended De

Years ended December 31, 1977 and 1976

1977

1976

Subscribers' fees earned ................................ $116,476,299

$112,405,911

Claims incurred ................................................ 100,431,051
Operating expenses (notes 2, 6, 7 and 8)
17,997,052

99,413,802
16,106,857

Total claims incurred and
operating expenses ...................... 118,428,103

115,520,659

Unallocated r1
gains (loss1
Adjustment f
prior years
under conb
provisions
Balance at be

Loss from operations

(1,951,804)

(3,114,748)
Net loss ........

Other income (losses):
Investment and other income .................... ..
989,195
Realized investment losses ........................ ..
(268,717)
Equity in net earnings (losses) of Florida
Combined Insurance Agency, Inc.
(note 2) ...................................................... - - - ' -(80,151)
--'--Total other income (losses) ............
640,327
----'---

Net loss before cumulative effect of
changes in accounting principles
Cumulative effect on prior years of changing
the method of accounting for (note 2) :
Investment in Florida Combined
Insurance Agency, Inc ....................... ..
National Accounts administrative
expenses ........................... .................... .

(1,311,477)

68,902
482,063

(2,632,685)

-0-

102,730

-0-

358,188

Net loss .............................................. $ (1,311,477)

$ (3,114,748)

Net loss ..................................................... .

$ (2,632,685)

accompanying notes to financial statements.

Net unrealize
Balance at
tive effec
in 1976)
Decrease (i
investme

Unallocated r

$ (2,171,767)

Pro forma amounts assuming the new
methods of accounting are applied
retroactively:
Loss from operations .............................. ..

See

Unallocated r ,
unrealized :

Balance at

------
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799,154
(385,993)

See accompanying n

Statements of Changes in Unallocated Reserve
Years ended December 31, 1977 and 1976

1977
6

Unallocated reserve excluding unrealized
gains (losses) - beginning of year ............ $ 261,514

1976
$ 148,348

,911

,802
,857

Adjustment for the cumulative effect on
prior years of providing for liabilities
under contracts containing refund
provisions ....... ... ... .. .. ... ... .. .. .... .. .. ...... ... ... ...... .. ...

-0-

2,284,933

,659

Balance at beginning of year, as restated ........

261,514

2,433,281

,,748)

Net loss ........................... ... ............. ....................... (1,311,477)

1,154

Unallocated reserve (deficit) excluding
unrealized gains (losses) - end of year ...... (1,049,963)

(2,171,767)

261,514

>,993)

Net unrealized investment gains (losses):
Balance at beginning of year (cumulative effect of change in accounting
in 1976) (note 2) ..........................................
Decrease (increase) in net unrealized
investment gains (losses) ..........................
2,685)

107,519

(317,958)

(136,698)

425,477

(29,179)

107,519

Unallocated reserve (deficit) at end of year .. $(1,079,142)

$ 369,033

Balance at end of year ..................................

2,730
,8,188
'1,767)

L4,748)

32,685)

See accompanying notes to financial statements.
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Statements of Changes in Financial Position

Notes to Fim

Years ended December 31, 1977 and 1976

December 31, 1!

1977

Funds required for operations:
Net loss transferred to unallocated
reserve ... .. .... ... ....... .... .. .... ................. .. ......... .$(1,311,477)
Charges (credits) to operations not
requiring funds:
Increase (decrease) in certain liabilities:
Reserve for subscriber benefits .......... (1,729,285)
Provision for experience rating refund 6,200,943
Deferred income - subscribers' fees
paid in advance ............ .. ................ .. .. (406,106)
Accounts payable and accrued expenses (1,582,863)
Decrease (increase) in certain assets:
Subscribers' fees and other
receivables ..... ....... ........ ....... ................ . (4,171,214)
Investment in Florida Combined
80,151
Insurance Agency, Inc . ..................... .
838,005
Depreciation ........... ...... .. ............................ .
(16,038)
Amortization of bond discount, net ......... .
(2,097,884)
Funds required for operations
Other funds provided ( used) :
Investments:
Sales:
Bonds, long-term ...................... ............ .. 3,681,347
Bonds, short-term, net ......................... .
-0Stocks ....... ............................... .. ............. . 1,379,551
Purchases:
Bonds, long-term ................. ........ ......... .. (4,371,411)
Bonds, short-term, net .............. ............ (479,056)
Stocks ... ...... .......... .......................... ........ . (1,745,545)
Sale ( purchase) of property and
equipment, net ...... ..................................... .
23,850
Deposits and advances payable .................. ..
214,326
Advance from Blue Cross of Florida, Inc .... . 3,000,000
Deferred compensation funds and
(12,399)
prepaid expenses ................................... .... .
Notes payable .............................. .................. .. (152,410)
Increase (decrease) in cash and cash
held for investment net of bank
overdrafts ......... ........ .................... ...... . $(559,631)

1976

$(2,171,767)

47,082
3,246,075
241,943
(625,767)
(2,171,511)
(81,632)
994,722
(41,876)
(562,731)

3,328,083
869,521
1,623,765
(4,054,312)
-0(2,238,441)
(300,674)
495,685
3,000,000
(13,598)
(211,941)
$1,935,357
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Notes to Financial Statements
December 31, 1977 and 1976
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(1) Summary of Significant Accounting

Policies
Blue Shield of Florida, Inc. (the "Plan" )
is incorporated as a non-profit corporation in the State of Florida and is subject
to regulation by the Insurance Department of the State of Florida. Medical and
other health benefits are provided under
contract with subscribers through physicians. The Plan also performs administrative services such as billing, collection
and promotion for Blue Cross of Florida,
Inc. ("Blue Cross") and processes claims
for other Blue Shield Plans' subscribers
and for programs such as Medicare,
Medicaid, CHAMPUS, and the Federal
Employees Health Benefits Program
("FEP"). The Plan and Blue Cross have
formed joint programs to provide major
medical, comprehensive and complementary coverages to subscribers.
The Plan and Blue Cross are members of
the Blue Shield Association ("BSA")
and Blue Cross Association ("BCA"),
respectively, which are national associations. These organizations establish national policies and set standards for the
programs.
The statutory financial statements of the
Plan which are filed with the State Insurance Department have been adjusted
to conform with generally accepted accounting principles (GAAP). The major
accounting principles and practices followed by the Plan are presented below to
assist the reader in evaluating the accompanying financial statements and
notes.
(a) Investments Bonds are carried at
amortized cost adjusted where appropriate for amortization of premium and
discount. Common and preferred stocks
are carried at market (see note 2).
Investment in the Plan's 50% owned subsidiary, Florida Combined Insurance
Agency, Inc., is accounted for on the
equity method (see note 2).
Realized investment gains and losses are
calculated on the basis of specific identification. No provision has been made for

the excess of cost over market value on
bonds since the Plan generally intends to
hold such investments to maturity and
does not expect to realize any significant
losses.
(b) Subscribers' Fees Earned Subscribers' premiums are billed in advance
of their respective coverage periods. Receivables and income are recorded for the
unpaid earned portion of the billings. The
unearned portion of premiums paid by
subscribers is recorded as deferred income and transferred to subscribers' fees
as earned.
(c) Property and Equipment Land and
buildings used mutually with Blue Cross
are owned jointly by the two Plans. Property and equipment are recorded at cost,
which includes expenditures for significant improvements. Maintenance, repairs
and minor improvements are expensed
as incurred. When fixed assets are retired
or otherwise disposed of, cost and accumulated depreciation are removed from
the accounts, and any resulting gain or
loss is reflected as other income. Depreciation is computed on the straight-line
method over the estimated useful lives
which range from two to fifty years.
(d) Reserve for Subscriber Benefits The
Plan provides for incurred, incomplete
and unreported subscriber claims based
on historical paid claims data and experience using an actuarially accepted
statistical method. Processing expenses
related to such claims are accounted for
as paid.
( e) Provision for Experience Rating Refunds Under certain group contracts, the
Plan's income (retention fee) is limited
to a predetermined percentage of either
total subscriber fees or incurred claims.
Any excess of subscriber fees over incurred claims plus retention fees accrues
to the policyholder. Depending on the
terms of the contract, such excess may
be refunded in cash or utilized to increase
benefits or reduce subscribers' fees in
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subsequent periods. Prior to 1976 no accrual for such excesses on contracts with
retention provisions was made until such
time as they were paid to or utilized by
the policyholder. During 1976 the Plan
adopted, retroactively, the policy of accrumg the estimated refund liabilities
during the term of the contracts.
(f) Expense Reimbursement Operating
expenses are allocated by various lines of
business in order to determine 'the expense reimbursements due from Medicare, where the Plan acts as a fiscal intermediary, and also from other Blue Shield
Plans and other Federal and state health
programs for which the Plan processes
claims. Expense reimbursements are also
calculated for operating expenses incurred on behalf of Blue Cross, certain
health maintenance organizations and the
major medical joint program. The method
by which the Plan is reimbursed is either
the actual cost as determined or a predetermined contractual amount.
(g) Pension Plan Pension expense includes amortization of prior service costs
over a period of fifteen years. The Plan's
policy is to fund pension costs accrued
which are composed of normal costs and
amortization of prior service costs.
(h) Income Taxes The Plan is exempt
from both Federal and state income
taxes.
(i) Reclassifications Certain amounts in
1976 have been reclassified to conform
with presentations adopted in 1977.
(2) Changes in Accounting Policies

National Accounts Administrative
Expense As of December 31 1976 a receivable was established to' reco;d the
earned but unpaid portion of reimbursements for National Accounts claims administrative expenses and general office
expenses. This method of accruing administrative expenses was adopted to reflect amounts due the Plan for National
Acco~~t cl!'l.ims paid and to comply with
preva1lmg mdustry practice. The effect of
the change was to increase income by
$312,437 in 1976 and an adjustment of
$358,188 is also included in income to
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apply retroactively the cumulative effect
of the change as of the beginning of 1976.

Investments in Stocks In accordance with
the Statement of Financial Accounting
Standards No. 12, Accounting for Certain Marketable Securities, the Plan
elected to carry investments in common
and preferred stocks at market values
effective December 31, 1976. The effect of
the change was to increase the unallocated reserve by $425,477 during 1976
and to decrease the reserve by $317 958
for the cumulative effect of the change as
of the beginning of 1976.
Net unrealized losses at December 31
1977 consist of gross unrealized gains of
$195,730 and gross unrealized losses of
$224,909.
Investment in Florida Combined Insurance Agency, Inc. Florida Combined In~u_rance Agency, Inc. (the "Agency") is
.1omtly-owned by the Plan and Blue Cross.
Each Plan owns 50% of the number of
shares outstanding. The Agency acts as
an agent or broker when group life, accident, or disability insurance is sold as a
package with the Plan's health coverages.
During 1976, the Plan elected to carry
the investment in the Agency on the
equity method. The effect of the change
in 1976 was to increase income by $68 902
and an adjustment of $102,730 is ~lso
included in income to apply this method
retroactively.
(3) Advances from Blue Cross of Florida,
Inc.
The advance from Blue Cross consists
of two $3,000,000 surplus notes one
issued in 1976 and one in 1977. The advances were made to comply with the
request of the Insurance Department of
the State of Florida (the "Department")
to further increase the Plan's unallocated
reserve. The notes bear interest at the
average percentage yield of the Blue
Cross security portfolio of the preceding
year but not to exceed 8% per annum.
No payments of the principal sum and
accrued interest may be made until the
Plan attains satisfactory operating levels
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or otherwise increases its statutory unallocated reserve. These payments are
payable only to the extent that the statutory unallocated reserve of the Plan exceeds $6,000,000 and upon advance approval of the Department. Interest expense accrued and unpaid as of December
31, 1977 and 1976 was $286,875 and
$118,125, respectively. (See note 9 for the
Plan's statutory unallocated reserve at
December 31, 1977 and 1976 and the
statutory loss for the two years then
ended.)
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( 4) Reserve for Subscriber Benefits

The reserve for subscriber benefits provides for incurred, incomplete and unreported claims and is calculated using a
projected pure premium developed by the
regression line method. The estimated reserves relating to National, FEP and Cost
Plus (reimbursement contracts) are also
established as a receivable and thus have
no effect on net income. The Plan receives
administrative fees or expense reimbursement for these lines of business and
is reimbursed for incurred claims.
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Effective August 1, 1977 the Plans entered into a reinsurance agreement between Health Service, Inc., wholly-owned
by BCA, and Medical Indemnity of America, Inc., wholly-owned by BSA. Pursuant
to the contract, major medical coverage
for all group certificates, conversions
and transfers, and direct pay subscribers
will be reinsured as follows:
Type contract
Reinsurance limits
Group Major
Medical
$25,000 to $250,000 at 100%
Conversion
and
Transfer
Direct Pay

50% of first $25,000 thereafter 100% up to $250,000
50% of first $25,000 thereafter 100% up to $250,000

( 5) Mortgages and Notes Payable

Included in mortgages and notes payable
is a note payable of $415,200 to Blue
Cross of Florida, Inc. representing tM
unpaid principal balance of a $2,076,000
promissory note dated January 1, 1970
for the purchase of an undivided onehalf interest in the land and buildings.
The note is payable in quarterly installments of $51,900 plus interest at the
average percentage yield of Blue Cross'
security portfolio of the preceding year.
The note payable matures December 31,
1980 and is collateralized by securities
with a market value of approximately
$1,165,000 at December 31, 1977.
(6)Allocation of Expenses and Fees Between Blue Cross of Florida, Inc. and
Blue Shield of Florida, Inc.
Under an operating agreement dated
November 14, 1968, as amended, costs
and expenses are allocated between the
Plans on an equitable basis to maintain
a mutually beneficial relationship. In accordance with the intent of the agreement, for 1977 Blue Cross reimbursed
the Plan $1,100,000 in operating expenses. The reimbursement which was
in addition to amounts previously allocated, was estimated by Plan management and was based in part on an analysis of various operating expense ratios.
No such reimbursement was made in
1976.
During 1977, the retention fees relating
to certain group contracts with provisions for experience rating refunds were
reallocated between the Plan and Blue
Cross (see note 1 (e)). Prior to 1977, the
retention fees were the same between the
Plan and Blue Cross. In 1977, the fees
were allocated based on management's
analysis of each Plan's operating expenses and resulted in a reimbursement
to the Plan by Blue Cross of approximately $436,000.
In some cases, the experience on group
contracts with refund provisions results
in a refund liability based on one Plan's
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experience and a deficit based on the
other Plan's experience with an overall
net deficit and no refund payable to the
policyholder. Effective :in 1977, the liabilities and deficits were offset through
the intercompany receivable/payable accounts. This resulted in a decrease of
approximately $214,000 in the Plan's net
loss.

(9) Suppleme1

Following is a
statutory accc
nancial benefi1

The total effect of these transactions was
to decrease the Plan's net loss and decrease Blue Cross' net income by approximately $1,750,000 in 1977 over what
would have otherwise been reported.
(7) Agency Contracts

The Plan serves as Part B Intermediary for the Medicare program and fiscal agent
for certain services of the Medicaid and CHAMPUS programs. Claims are paid by
draft on a local depository and are not reflected in the general accounting records
of the Plan. A summary of claims processed in 1977 and 1976 for the three programs
follows:
1977
(Unaudited)
Number
of claims

Medicare
Medicaid
CHAMPUS

1976
(Unaudited)
Benefits

Number
of claims

Benefits

5,411,330

$286,386,639

4,323,568

$224,234,735

484,614

6,431,091

510,275

6,714,618

237,260

17,584,380

231,859

17,264,102

Reimbursements for the administrative cost of services performed for governmental
agencies and other plans that amounted to approximately $21,000,000 and $23,000,000
in 1977 and 1976, respectively, and have been offset against operating expenses. Final
determination of reimbursed expenses and claim payments charged to others are
subject to audit by the respective agencies.
(8) Employee Pension Plan

The Plan and Blue Cross participate in a noncontributory pension plan for the benefit
of all their employees. The pension plan is funded through the Blue Cross National
Retirement Trust, a collective investment trust which serves the retirement programs of its participating employers. Pension expense for the Plan amounted to
$1,386,440 and $1,112,748 in 1977 and 1976, respectively. As of the most recent
valuation date, the liability for past service costs for both the Plan and Blue Cross
was approximately $6,950,000 and the total of pension fund assets exceeded the
actuarially computed value of vested benefits.
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(9) Supplementary Data

Following is a reconciliation of net income (loss) and unallocated reserve on the basis of
statutory accounting principles to the amounts reported in the accompanying GAAP financial benefits:
1976
1977
Net income (loss) from operations as reported $(1,231,326)
statutory basis
$1,251,567
Add (deduct):
Receivable for National Accounts
administrative expenses
306,386
(715,098)
Uncollectible group receivable
(3,246,075)
Provision for experience rating refunds
59,820
Other audit adjustments, net
(2,343,400)
(1,231,326)
Net loss as adjusted - statutory basis
GAAP adjustment - equity in undistributed
(80,151)
earnings (losses) of FCIA
171,633
Net loss-GAAP basis
$(2,171,767)
$(1,311,477)
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Unallocated reserve as reported - statutory basis
_
Add (deduct):
Provision for experience rating refunds
Receivable for National Accounts
administrative expense
Equity in undistributed earnings of FCIA
Uncollectible group receivable
Other audit adjustments, net
Unallocated reserve as adjusted - statutory basis
Non-admitted assets - principally uncollected
premiums and miscellaneous accounts receivable
Advance from Blue Cross of Florida, Inc.
Unallocated reserve (deficit) -

GAAP basis

4,753,367

4,065,805
(961,142)

4,753,367

306,386
171,633
(715,098)
59,820
2,927,404

167,491
(6,000,000)

441,629
(3,000,000)

$ (1,079,142)

$ 369,033

(10) Rentals Under Operating Leases

The Plans lease office space, data processing equipment and automobiles. Rentals are
allocated to each Plan based on usage. The leases in effect or committed at December
31, 1977 expire on various dates through 1984. The following is a schedule by years of
future minimum rental payments for both the Plan and Blue Cross under operating
leases that have initial or remaining noncancellable lease terms in excess of one year
as of December 31, 1977:
Year ending
Basic rental
December 31,
commitments
$1,460,000
1978
1,289,000
1979
1,204,000
1980
1,049,000
1981
869,000
1982
824,000
1983-1984
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Accountants' Report

PEAT, MARWICK, MITCHELL

Officers

& Co.

CERTIFIED PUBLIC ACCOUNTANTS
SUITE 2700 INDEPENDENT SQUARE
ONE INDEPENDENT DRIVE
JACKSONVILLE , FLORIDA 32202

The Board of Directors
Blue Shield of Florida, Inc.:
We have examined the balance sheets of Blue Shield of Florida, Inc.
as of December 31, 1977 and 1976 and the related statements of operations, changes in unallocated reserve and changes in financial position for
the years then ended. Our examinations were made in accordance with
generally accepted auditing standards, and accordingly included such
tests of the accounting records and such other auditing procedures as
we considered necessary in the circumstances.
In our opinion, the aforementioned financial statements present fairly
the financial position of Blue Shield of Florida, Inc. at December 31,
1977 and 1976 and the results of its operations and changes in its
financial position for the years then ended, in conformity with generally
accepted accounting principles consistently applied during the period
subsequent to the change, with which we concur, made as of January 1,
1976, in the methods of accounting for National Account administrative
expenses, investments in stocks, and investment in Florida Combined
Insurance Agency, Inc., all as described in note 2 to the financial
statements.
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